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debt, to use this as a buffer to keep annual taxation constant.
By these devices the rates of taxation may be kept steady where
the income of the people is steady, in the face of moderate
fluctuations in the current expenses of government. The
same line of thought suggests that, where the income of a
country fluctuates, it may similarly be legitimate to meet
fixed running expenses by a succession of budgets with surpluses
and deficits that cancel. For, with different incomes, to main-
tain the same budget revenue would necessitate tax rates
varying inversely with prosperity. From this point of view
we should hesitate to condemn the government of a country,
which had been subject to a sudden disaster, for meeting
ordinary expenditure, even for several years on end, out of
loans, while attempting to set its house in order. Moreover,
as will be shown in Part III, in some circumstances a case
may be made out for using budget deficits in bad times offset by
surpluses in good times as a means of steadying and improving
employment. But, subject to short-period adjustments, there
is a very general agreement that ordinary running expenses
should be met out of current taxes. Even short-period adjust-
ments may be opposed on the ground that, if once that policy
is admitted, governments will in practice incur deficits and
raid sinking funds in bad times, but will neglect to budget for
compensating surpluses in good times.
§ 2. Next, consider government expenditure devoted to
producing capital equipment — a national electricity plant,
municipal gas works or tramways and so on — the fruits of
which will subsequently be sold to purchasers for fees. Here
it is generally agreed that the required funds ought to be
raised by loans. If this is done, violent and sudden changes
in tax rates are avoided: the people who benefit from the
service which the new capital equipment renders pay for it
in proportion to their use; and, provided, of course, that
the fees charged are sufficient to wipe out the principal of
the loan during the lifetime of the capital equipment, no
additional taxation has ever to be raised on account of it.
Upon this matter, as upon that of the proper method of
finance for normal recurrent expenditure, there is no room
for controversy.
§ 3* Let us turn then to expenditures of a sort that have
to be met only on special occasions, but are not" remunerative "

